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Mexican automobile manufacturers are beginning to prepare for the opening of the motor-vehicle
sector under the North American Free Trade Agreement (NAFTA). Provisions obligate Mexico to
eliminate all or most tariffs on imports of new motor vehicles from the US and Canada, effective
Jan. 1, 2004. But the opening of the motor-vehicle sector is not expected to have the same impact on
domestic production as the tariff elimination on agriculture products, which went into effect Jan. 1,
2003.
A large cross section of Mexican agricultural producers continues to demand that President Vicente
Fox's administration renegotiate certain sections of NAFTA to suspend tariff-elimination measures
and seek other relief measures for the beleaguered agriculture industry (see SourceMex, 2002-12-04,
2002-12-18, and 2003-01-29). The major motor-vehicle assembly plants in Mexico are subsidiaries of
either the three giant US automobile manufacturers Ford, DaimlerChrysler, and General Motors or
Japanese or European competitors like Nissan and Volkswagen.
The elimination of the tariffs would force the Mexican subsidiaries and their parent companies
to find ways to better coordinate the flow of motor vehicles in both directions. "All the major
companies have a presence in the Mexican market," said Juan Antonio Garcia, a spokesperson for
Ford Mexico. "The challenge is to consolidate our operations."

Government urged to tighten customs scrutiny
The Asociacion Mexicana de la Industria Automotriz (AMIA), the principal association representing
the motor- vehicle industry, has not raised any major concerns about the opening of the motorvehicle market. But AMIA executives are worried that the Mexican government has not done
enough to protect the local auto and truck industry, such as tightening customs regulations.
"We need very clear controls within the Mexican customs system, which is where we are most
vulnerable," said AMIA president Cesar Flores Esquivel. He said a tighter customs system could
catch importers who try to introduce used automobiles into Mexico as new vehicles. Some industry
executives say a beefed-up customs service will also help ensure that the duty-free vehicles that are
introduced into Mexico contain at least a 62.5% North American content, as stipulated in NAFTA.
Flores said the government should also support the motor- vehicle industry by reducing the
special tax on new automobiles (impuesto sobre automobiles nuevos, ISAN). He also urged the Fox
administration to seek favorable terms for the Mexican motor-vehicle industry during negotiations
on a bilateral free-trade agreement with Japan, toward which the two countries have already held
two rounds of talks (see SourceMex, 2002-11-13 and 2003-01-15).
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The Asociacion Mexicana de Distribuidores de Automotores (AMDA) is concerned that a surplus
of production in the US could result in a flood of exports to Mexico. "US distributors sell about 17
million new units per year, while we sell only about 1 million in Mexico," said AMDA president
Eduardo Berlanga Cisneros.
Still, Berlanga acknowledged that overproduction was not a likely scenario in the US. The strongest
concerns for Mexican dealers, he said, is misconceptions by consumers that the price of automobiles
will decline significantly because of the elimination of the import tariff. "We have to dispel the false
expectations among consumers that they won't have to pay taxes on imported automobiles," said
Berlanga. "While we no longer will factor import tariffs into the price of the automobile, consumers
will have to pay the value-added tax (impuesto al valor agregado, IVA) and the ISAN."

NAFTA auto provisions benefit Mexican consumers
Analysts say the lack of significant concern about the elimination of tariffs under NAFTA seems to
reflect a major satisfaction about the agreement within the Mexican auto industry. The accord has
especially benefitted consumers by providing more choices and lower prices because of an increase
in imports.
Armando Soto, an analyst with Kaso Consulting and Ciemex- Wefa in Mexico City, said Mexican
consumers and companies can now choose among 20 makes of automobiles, 17 makes of heavy
trucks, and 11 makes of tractor-trailers and passenger buses. In 1993, before NAFTA went into effect,
there were only five makes of automobiles, 10 of heavy trucks, and eight of tractor-trailers and
buses.
Ironically, several European and Japanese companies with assembly operations in the US and
Canada have benefitted from NAFTA over the past decade. The companies that started to export
to Mexico as of 1994 include Mercedes Benz, BMW, Honda, Porsche, Audi, Jaguar, Peugeot, Volvo,
Land Rover, Renault, Seat, Rover, MG, Toyota, and Mini.
Similarly, the companies in Mexico that have most benefitted from NAFTA over the past 10 years
are subsidiaries of Japan-based Nissan and German-based Volkswagen. Even though the Mexican
subsidiaries of these companies send a small share of their exports to Europe, Asia, and South
America, the two firms ship over 95% of their total exports to the US and Canadian markets.
For Volkswagen Mexico, exports north of the border have almost quadrupled over the past 10 years,
growing from slightly less than 49,000 units in 1992 to almost 212,000 units in 2002. The company
earlier this year announced an expansion of its plant in Puebla to increase production of its Jetta
model for export to the US, Europe, and South America. Company sources expect total production at
the Puebla plant to reach 430,000 units by 2005, compared with 332,000 in 2002.
However, the Mexican subsidiaries of the US-based companies have performed poorly under
NAFTA. The total share of the export market for the three companies has declined to about 45% in
2002, compared with more than 82% in 1992. Of the three companies, only DaimlerChrysler reported
a small increase in exports to the US over the 10-year period of about 8.6%. Exports have declined
by 8% for Ford de Mexico and by 47% for General Motors de Mexico. But the drop in exports may
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be explained by an increase in shipments from US and Canadian assembly plants to Mexico since
NAFTA went into effect.
Furthermore, the Mexican subsidiaries of the three US companies have compensated somewhat
for the drop in exports to the US by increasing sales in the domestic market. AMDA statistics show
Ford, DaimlerChrysler, and General Motors accounted for 54% of the record 1.3 million automobiles
sold in Mexico in 2002. Nissan took a 20.7% share of the market, with Volkswagen accounting for
15.3% of total sales. The total, which is up 6.3% from 2001, includes both imports and cars assembled
in Mexico.
AMDA projects domestic auto sales to slow in the first half of the year, with a recovery anticipated
in July- December. "The uncertainty about the world economy, our federal elections, and the early
purchases of the 2003 models late last year will all contribute to a slump of 5% to 6% in the first half
of the year," said Berlanga.
Some analysts noted the weak sales were already apparent during the last two months of the year.
Sales in December 2002 were down by 1.7% from the same month in 2001, said AMIA president
Fausto Cuevas. Even with the weak start to the year, industry officials expect sales for all of 2003 to
increase by 5% to 7% relative to 2002 if the Mexican and global economies recover by the middle of
the year. "We can surpass last year's levels by 7% because companies have an aggressive program
of incentives to consumers," said Cuevas. He acknowledged, however, that the optimistic forecast
assumes that there will be no US attack on Iraq. Such an attack could have a profoundly negative
impact on the global economy, he said. (Sources: La Jornada, 09/30/02; The News, 09/11/02, 09/12/02,
12/11/02; Milenio Diario, 11/22/02, 01/07/03; Dow Jones Newswires, 10/09/02, 12/09/02, 01/09/03; La
Cronica de Hoy, 10/11/02, 11/19/02, 12/17/02, 01/14/03, 01/29/03; El Financiero, 12/11/02, 01/07/03,
01/14/03, 01/29/03; El Universal, 01/14/03, 01/29/03; Reforma, 06/10/02, 12/12/02, 01/14/03, 01/20/03,
01/21/03, 01/29/03, 01/31/03; Notimex, 11/20/02, 02/03/07; Spanish news service EFE, 02/03/07)
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